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KEY ECONOMIC INDICATORS - PAKISTAN 
All values in millions us$ Official Exchange Rate 
unless otherwise indicated Rs.9.90 = $1.00 


%Change over 
ITEMS 1978-79 %Change over 1979-80 comparable period 
previous yr. previous yr. 
INCOME/PRODUCTION 
GNP at Constant 5,081P + 6.3 5,411 + 6.5 
(1959-60)Prices L/ 
GNP at Current Prices 1/ 19,350P +13.6 22,037 
Index of Agricultural 
Production(1969-70= 120.0P + 6.2 N.A. 
100) 2/ (7-10/79) 
Index of Manufacturing 2/ 132.7R * 3.0 136. TP 
(overall) (1969-70=100) 
Per Capita GNP 1/ 248 275E 
(Current Prices) 


MONEY & PRICES (6/28/79) (1/24/80) 
Monetary Assets 3/ 8,287 9,235 
Interest Rate(%) 3/ 10 -10 

(Central Bank) 
Consumer Price Index 2/ (7/79-1/80) 
(1969-70=100) 282.5 307.9 +10.2 
Wholesale Price Index 2/ 289.7 ‘ $11.3 OST 


Gold & Foreign Exchange 847.7 -13.8 1883.2 +112.9 
Reserves 3/ 


Free Foreign Exchange 3/ 371.4 -44.8 730.2 + 62.7 
Balance of Payments 3/ 538.9(Surplus) 135.3(Deficit) 


Exports (FOB) 2/ 1709.6R +30.4R {7(29-§/ 80) +h6.0 


(7 - 12/79) 
Imports (CIF) 2/ 3675.6R +30.8R 2,020.5 +22.4 


Exports to US (FOB) 2/ 117.6 +76.6 53.6 + 1.8 
Imports from US(CIF) 2/ 584.9 +65.6 17145 +28.2 


R - Revised P - provisional *GOP Projection E- Estimated 
NOTE: All years are fiscal July 1 thru June 30. 

SOURCES: 

1/ Pakistan Economic Survey 1978-79 and Annual Plan 1979-80. 


2/ Monthly Statistical Bulletins, Key Economic Indicators, other 
published and unpublished data from the Statistics Division of GOP. 


3/ State Bank of Pakistan monthly Bulletins, Weekly Statements and 
unpublished data. 
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SUMMARY. The economy still operates below potential and is 
subject to recurring external financial problems, but its over- 
all performance recently has been markedly better than during 
the years of the early and middle seventies. The performance 

is marred by inflation that informed observers feel exceeds the 
modest rate measured by the official but narrowly based index. 
Beyond this, dependence on increasingly narrow net external 
resources to finance not only investment but also some consumption 
makes progress tenuous. There is uncertainty, as there often is 
at this time of the year, about how Pakistan will finance its 
external accounts over the next year. Hope for the longer term 
has been introduced by several steps the government has taken 
that show its recognition of the gravity of Pakistan's problems. 
These include recent measures to reduce subsidies on petroleum 
and fertilizer. The emphasis on Islamization, always more 
rhetoric than action, seems to have diminished. 


GDP growth is expected to reach six percent for the third straight 
year, highlighted by expected strong performance in the agri- 
cultural sector, especially wheat and cotton. This should balance 
a lackluster showing in the manufacturing sector. There are some 
signs that investors are regaining interest and that lagging 
investment might pick up. These signs have been dampened by the 
delay in introducing the new labor law and the events in 
Afghanistan. 


Budget forecasting in Pakistan always carries the risk of under- 
estimating the deficit, but the officials concerned with expendi- 
tures seem more than usually confident that they will be able to 
keep the budget deficit within what is viewed as an acceptable 
limit of around $500-600 million. If they are able to do so, it 
will be partly the result of their diligent denials to expendi- 
ture demands, They will also be helped by recent substantial 
capital inflows which pass through the budget. Containing the 
deficit is important for limiting the money supply which increased 
almost 20 percent during the last year. 


With Pakistan importing the bulk of its petroleum and fertilizer, 
the recent OPEC price increases have dealt its balance of payments 
a cruel blow. Imports are now expected to reach $4.5 billion, 

of which a third are petroleum and fertilizer. The trade gap 
therefore will be well over $2 billion despite a record export 
performance (partly price, but also the result of a good cotton 
crop). While worker remittances are still a major prop they are 
no longer sufficient to finance the balance of payments deficits. 
Even without regional uncertainties and lack of knowledge of 
OPEC's intentions, with the seasonal bunching of debt service 

and other payments in summer and fall, Pakistan's external 
position will again be on the downward phase 

However, opportunities still exist for American businessmen in both 
trading and in forming joint ventures with Pakistani investors. 
END SUMMARY. 
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CURRENT TRENDS AND OUTLOOK 


In the third year of Martial Law, domestic economic performance 
continues to be better than during most of the seventies. GDP 
growth may reach 6 percent for the third consecutive year. 
Nevertheless there are still problems in many areas. The 
government has taken several steps in an attempt to remedy the 
economic ills which add to a widespread belief that the govern- 
ment increasingly realizes the magnitude of its problems. The 
emphasis on Islamization, always largely rhetorical, seems to 
have diminished. Inflation is commonly believed to be more 
rapid than the government indices indicate. With consumption 
plus investment much greater than GNP, Pakistan continues to 
rely on resources from the outside world and, as usual at this 
time of the year, there is some uncertainty about how Pakistan 
will finance the balance of payments deficit next year. Recent 
regional developments, including the costly influx of Afghan 
refugees and the indicated need to increase defense expenditures, 
have introduced an additional element of uncertainty. The 
international effort to increase aid to Pakistan will help. 


The agricultural sector has been particularly strong, following 
an excellent cotton crop last fall, and will be further 
assisted if the wheat crop, which will start to be harvested in 
April, meets expectations. If so, growth in agriculture may 
exceed seven percent. Industrial performance has not lived up 
to expectations, with output targets in most industries being 
lowered from earlier projections, and it appears that it may be 
little more than half of the forecast of eight percent growth. 


The balance of payments is still characterized by large and 
growing trade deficits and heavy debt service payments. Worker 
remittances have leveled off and no longer cover shortfalls in 
other balance of payments accounts. Imports have substantially 
exceeded projections because of two OPEC price rises. Fortu- 
nately, the good performance of rice and cotton exports and 
good prices for these and other Pakistani exports have enabled 
exports receipts as a whole to about match the OPEC-generated 
import increases. In recent months Pakistan's gold and foreign 
exchange reserves have increased significantly. This is partly 
due to seasonal factors. However, certain large non-recurring inflows, 
such as a considerable social welfare loan from Saudi Arabia account 

for most of the increase. The forecast is that there will be another 
rapid rundown in reserves next summer and fall. Pakistan's 
foreign exchange reserves could again fall to dangerously low 
levels because of the seasonal bunching of payments, and it will 
press for debt rescheduling and other forms of aid, but we 
expect that Pakistan will continue to honor its commercial 
obligations as it always has. 
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Pakistan officials seem confident they can stay within a budget 
deficit of a little over $500 million, considerably lower than 
last year's deficit. Their determination is evidenced by 

recent large price increases for petroleum and fertilizer in an 
effort to contain the massive subsidies on these products. 
Increases are likely in support prices for several agricultural 
commodities to restore the relationship between fertilizer 
prices and agricultural output prices. Equally important to the 
expenditure restraint in controlling the budget deficit is the 
large influx of budgetary support from abroad. 


The investment climate, which had improved following the post- 
ponement of elections,again became uncertain with the events 

in Afghanistan. Another factor in the reluctance of investors 
to invest is the government's hesitancy in introducing a new 
labor policy. A new policy was hinted at that reportedly would 
give management broader powers to fire personnel. The Govern- 
ment says it will introduce its policy soon, but it may well 
delay until the region quiets down. 


AGRICULTURE 


Agricultural output, which accounts for nearly one third of 
GDP, experienced more than 4 percent real growth in PFY 1978-79 
(July 1 - June 30) and the government is projecting a 7.3 per- 
cent increase in the present fiscal year. Of the four major 
crops, the wheat harvest this spring should be significantly 
greater than last year,last fall's cotton crop was sharply 
better, but the recent rice and sugarcane crops were slightly 
less than in the previous year. Judging by the number of acres 
under cultivation and the progress of the crop to date, the 
wheat harvest,which begins in April, should exceed last year's 
record crop of 9.9 million tons. The government is officially 
predicting 10.6 million tons and this may be achieved,if the 
crop escapes severe damage from rust. This would bring 
Pakistan closer to achieving its long cherished goal of self- 
sufficiency, although Pakistan will still be obliged to import 
up to one million tons of wheat. The cotton crop,which ended in 
December,was excellent because of good weather and increased 
use of fertilizer. Total production increased to 3.8 million 
bales from last year's flood-and-pest-damaged crop which yielded 
only 2.7 million bales. The rice crop was also good, yielding 
3.1 million tons of milled rice, slightly less than last year's 
record harvest. This year's crop still leaves more than one 
million tons for export, and a greater percentage of this 
harvest was the superior basmati rice which fetches a good 
export price. The sugarcane harvest, which will be completed 
by April, will also probably yield less than last year's poor 
crop of 27.3 million tons. Only about a third of this cane is 
processed into refined sugar, the rest is crushed by farmers 

to produce a crude, brown sugar that escapes price controls. 
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This means Pakistan will have to continue to import refined 
sugar, probably more than $100 million worth, for industrial 
and urban consumption. Pakistan's major food import 

will be vegetable oil again this year, Imports of 425,000 tons, 
worth about $300 million, are projected for this fiscal year. 
Domestic production of vegetable oil is expected to increase by 
41 percent to 268,000 tons this year as a result of the larger 
cotton crop. 


The government's possibly optimistic estimate that agricultural 
production will increase by 7.3 percent in real terms this 
fiscal year, is predicated on the evidence that fertilizer 
consumption has increased sharply, that better yielding seeds 
are being utilized, that the weather has been favorable, and the 
increased availability of water from Tarbela Dam. However, 
yields per acre of wheat in the Pakistani portion of the Punjab 
are still considerably lower than yields in the Indian portion; 
farm land that has been irrigated for years is being lost to 
salinity and water logging, and growth in consumption of 
fertilizer will slow down as a result of a recent government 
decision to raise fertilizer prices an average of 50 percent. 
Forced by budgetary consideration to reduce its subsidy of 
fertilizer which had been greatly swollen by the OPEC price 
increases, the government is attempting to offset the higher 
prices for fertilizer by announcing a higher support price for 
the next sugarcane crop and promising to announce new and, 
presumably higher, support prices for the other three major crops 
before their respective planting seasons start. 


INDUSTRY AND PETROLEUM 


Policy changes introduced by the government during the past 
three years designed to stimulate industrial production have 

had a positive impact on this troubled sector, despite con- 
tinuing concerns of private industry. Manufacturing output, 
which accounts for almost 16 percent of GDP, grew by 4.8 per- 
cent in PFY 1978-79 in real terms. Government estimates of real 
growth in this sector for the current fiscal year have fallen 
from 8 percent to 4.5 percent, mainly because of a drop in 
cotton cloth production and stagnating sugar output. Output of 
cotton cloth from Pakistan's 25,000 industrial looms has been 
declining for years as a result of a combination of factors but 
mainly because of tough competition from the small cottage 
industry power-loom units. Production of nitrogenous fertilizer 
for July-December 1979 is 30 percent higher than for the same 
period in the previous year because of the initiation of two 

new fertilizer plants utilizing Pakistan's abundant natural gas. 
In the same period cement production rose by 8.6 percent,cooking 
oil by 10.8 percent, and cotton yarn by 5.7 percent. The amount 
of throughput in Pakistan's three refineries has also increased 
by 20 percent though most of this is from increased imports of 
crude oil. 
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Production in eight large scale government-owned industrial 
corporations also increased by about 2 percent in real terms 
in PFY 1978-79. However, only four of these firms made a 
profit and most government companies are generally plagued by 
inefficiency, old equipment and swollen payrolls. The eight 
government-owned corporations account for about 20 percent of 
Pakistan's industrial output. Taken as a whole, the state 
industrial enterprises (not including railroads, water and 
power distribution), lost more than $15 million before taxes 
last fiscal year. More than half of this amount was lost by 
the National Fertilizer Corporation since one of its new 
plants (Pak-Arab Fertilizer Limited) continues to function at 
a fraction of its capacity because of technical problems. 


Despite the quickening pace of oil exploration, production 

of crude oil remains at about 10,000 barrels per day, meeting 
only 10 percent or so of Pakistan's needs. Production of 
2,000 barrels per day from a well partially owned by Amoco is 
scheduled to begin on March 31. Other attempts to discover 
oil deposits in the Potwar Basin in the area around Rawalpindi 
where all the domestic oil is being extracted, have yielded 
dry holes or have been frustrated by the geologically difficult 
drilling conditions. Wells being drilled in the Potwar Basin's 
proven fields will marginally increase production.Exploration 
beyond the Potwar Basin has so far yielded only one field 
which the national Oil and Gas Development Corporation is 
currently testing. This field contains a gas from which a 
condensate of light oil can be extracted. 


INVESTMENT CLIMATE 


Since the indefinite postponement of the elections, scheduled 

to take place in November 1979, investors have become less 
concerned about internal political developments. However, 
Pakistan's uncertain external financial situation, the Soviet 
invasion of Afghanistan and the labor laws, which make it 
difficult to fire redundant or unproductive employees, deter 
some large scale private investment. Private sector fears of 
nationalization have subsided somewhat since government 
policies during the past three years have consistently offered 
guarantees and incentives to private investment while trying 
to reduce government involvement in industry. The "Protection 
of Rights and Industrial Property-Order" was promulgated in 
February 1979 to safeguard private industrial firms from 
arbitrary nationalization. The 1978 decision to permit 
private investment in three industries previously reserved for 
government owned firms - cooking oil, basic chemicals, and 
cement - has resulted in, among other things, four serious 
investment proposals for new cement plants. An American firm 
is prepared to enter,with a sizeable investment, into a joint 
venture for one new cement plant. The value of the investment 
proposals approved by the government totaled $410 million for 
PFY 1978/79, $230 million more than the year before. Actually 
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only about half of these proposals eventually materialize into 
real investments but it is true that gross fixed capital 
formation in manufacturing alone totaled a record $230 million 
in PFY 1978-79. Another indication of private sector confidence 
is that the aggregate market capitalization of all ordinary 
shares traded on Pakistan's stock markets increased by 15 per- 
cent in 12 months to $727 million in February 1980 and the State 
Bank of Pakistan General Index of Share prices (1969-70=100) 
rose from 146 to 176 during the same period. However, this is 
down from a November, pre-Afghan invasion level of 202 and 
capitalization of $786 million. 


Investment in small scale industry, by all accounts, seems to 
have accelerated sharply in recent months. One reason for this 
may be the government decision to exempt projects with a total 
cost of machinery less than $500,000 and with an imported 
machinery component of less than $250,000 from the sanctions 
requirement. In addition, import licenses and foreign exchange 
availability for machinery valued under $250,000 are guaranteed 
if the machinery is not produced domestically. Also several 
million dollars worth of capital goods and machinery were sent 
to Pakistan by citizens overseas under the non-repatriable 
investment scheme. Another reason is that Pakistan's onerous 
labor laws, and to a certain extent, tax laws, do not apply to 
small companies. The government is seriously considering a new 
labor code that will reportedly be more acceptable to large 
employers. 


Although investment by the private sector is increasing, inflows 
from abroad form the basis for much of Pakistan's growth. 
Domestic savings amount to only 5.5 percent of GNP while total 
investment comes to 15.5 percent of GNP. 


MONEY AND BANKING 


Money supply during the July-January period increased 19 percent 
mainly as a result of government funding of an unfinanced 
budgetary gap with central bank borrowing. With GNP growing at 
around 13 percent per year it would seem that the current pace 
of monetization of Pakistan's economy is too high. Government 
cost of living indicators show inflation to be less than 10 per- 
cent. However, the government index measures only expenditure 
of the urban poor including many price controlled items and many 
observers believe that inflation for the rest of the population 
is running around 20 percent. 


The budget,;even though it contains a record effort of additional 
resource mobilization of $500 million this fiscal year, is 
burdened with heavy expenditures for subsidies, debt service, 
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and expensive, long-gestation, capital intensive projects 
which are politically attractive and to which irreversible 
commitments have been made. 


For the first seven months of the current Pakistan fiscal year 
the budget deficit stood at $300 million and may be kept below 
the originally estimated $530 million for the year as a whole 
($600 million if financing increased commodity stocks). 


In an effort to reduce ever increasing subsidies, particularly 
those on items affected by the OPEC price increase, the govern- 
ment took the unpopular step of raising government controlled 
prices, first on petroleum products, and, later, on fertilizer. 
Other price increases seem inevitable as the government ration- 
alizes the agricultural system to keep it in balance with the 
increased fertilizer prices. Even though a real effort is 

being made to more realistically set prices, controlling the 
budget will be a politically and economically difficult exercise, 
especially in light of the probability of higher defense 
spending because of the Soviet invasion of Afghanistan. Even 
with the reduction in it, the fertilizer subsidy will still take 
up over 80 percent of the agricultural development budget this 
year and sizeable subsidies still exist for edible oil and 
petroleum products. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 


Pakistan's trade deficit will grow again this year, largely 
because of the two OPEC price increases. Imports in PFY 1979/ 
80 are projected to reach almost: $4.5 billion, with over one 
third of the total accounted for by petroleum ($1.2 billion) 
and fertilizer ($350 million). Imports of edible oil will be 
high as demand continues to grow, but imports of wheat will 
come down as a result of last spring's record crop. Government 
projections, made half way through the fiscal year, show 
exports at a record $2.2 billion for an increase of 35 percent 
over last year. This estimate may be a little low. This strong 
performance is the result of good rice exports, with earnings 
at an estimated $440 million for the fiscal year, and cotton 
textiles, which may approach $500 million. Pakistan's re- 
exports of petroleum products (mainly fuel oil which is not 
much needed since most of Pakistan's industries are powered by 
natural gas ) will also benefit from the OPEC price increase 
and are expected to reach $150 million. Raw cotton is expected 
to do very well with a large increase in volume over last year 
because of the excellent crop this past fall. Exports of 
carpets and rugs are also projected to increase, partly because 
of the events in Afghanistan and Iran,and could reach $200 
million. 
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With gold and foreign exchange reserves (including SDRs) standing 
at close to $2 billion as of March first,Pakistan's external 
finances appear to have improved markedly. This appearance, 
however, is misleading. This substantial sum (about five months 
imports) is a result of high gold prices, of seasonally high 
export earnings, and a bunching of capital inflows, including 

a $200 million Saudi welfare loan, and substantial IMF financing. 
There has also been an increase in short term borrowing from 
commercial banks. Although the inflow of capital from abroad 

has produced a more comfortable reserve, the prospects are for 
another rapid rundown of reserves next summer and fall. In 

PFY 1980/81 normal growth could cause imports to reach $5 billion- 
a further OPEC price rise and regicnal developments could make 
the figure even higher. Even with a further growth in exports 

in PFY 1980/81 this means the trade gap will probably grow along 
with long-and-short-term debt service. Increased aid levels 
could help finance the gap, but the likelihood of declining 
reserves intensifies Pakistan's request for debt rescheduling 

to which most donors are sympathetic so long as all major donors 
participate and Pakistan works out an economic program designed 
to reduce deficits in the future. Although Pakistan will press 
hard for rescheduling of its official debts,it has always honored 
its commercial obligations which form only a minor part of its 
debt and, we expect, will continue to do so. 


IMPLICATIONS FOR THE Us Se 


Pakistan's current balance of payments situation limits Ue Se export 
possibilities even with Pakistan's fairly liberal import regime, 


and the ability to offer suppliers' credits or some other form 
of financing will probably be more important in making sales in 
Pakistan, especially of competitive items, during the near term. 
However,the situation in Afghanistan seems to have had a minimal 
effect for American businessmen. The State Bank has adopted 
selective credit control measures and it has prescribed higher 
margins for opening Letters of Credit, in many cases requiring 
100 percent deposits. These credit control measures along with 
a more restrictive licensing policy will result in a lowering of 
imports. Islamization has so far not hindered investment and 
opportunities exist for profitable joint ventures, especially in 
industries which are export-oriented and offer a quick return. 


U.S firms are generally satisfied with their operations here, 
although some firms believe the government regulated business 
atmosphere has led to inadequate profit margins. The best 
prospects for US exporters to Pakistan are in the areas of edible 
oils, chemicals, fertilizers, animal tallow, chemical and 
fertilizer plants, telecommunications equipment, port equipment 
railway equipment, transport equipment, power generation and 
distribution equipment, steel scrap, drilling and oilfield equip- 
ment, textile machinery for cotton spinning, weaving, knitting 
finishing and garment manufacturing, food processing equipment 
(such as edible oil processing wheat and rice milling, fruit and 
vegetable packing and processing machinery)and hotel industry 
equipment. 
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